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Dear Sirs,

It is a great honour for us to refer t~ the proposals you have made on
the subject of the accounting rates published on the 19th of December
1996.

As we know, a lIleetinp with Aaerican representatives which lasted fro.
the 12th to the 14th of February 1997, took place in the framework of
the WTO agreements in Geneva during which the" .enclosed document was
passed on to your representatives. This document shows the Israeli view
point about your proposals. .

There is, between Israel and the USA, a free trade agreement which takes
into account the fact that the Israeli economy is evolving little by
little. Indeed, the annual income rate per person gives to Israel the
priVilege to be counted as one of the countries reaching a high income
rate per person eventhough , as the agreeaent with the USA stipulates,
the Israeli econollly still re.ains at a developing stage.

What we are concerned about is not so much the way in which the cost
prices were reckoned but rather the time granted to the countries which
possess a high ince-e rate per person for matching the accounting rates
wi th the Aaerican operators. The time granted is not reasonable and is
neglecting the econoaic circumstances in which each country finds
itself. Al though the rules you set up regarding the costs reckoning
see_ed to be reasonable, the goals are various and the particular
regulatory business reality pbliges us to set up a gradual matching with
the accounting rates.

Since 1992, the Israeli Government has entered a privatization phase in
the field of the Telecomaunications services which was translated by the
granting of a license to the big cellular phone operators such as
Motorola as a part of the first operator and including the American
company "Bell South" as a partner in the second operator.
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The Israeli government has chosen to open up this branch to competition
at a worldwide level and in a gradual but not systematic way. The
noticeable decrease that took place during the last years was
significant and shows the consciousness on behalf of Israel regarding
the need to decrease the accounting rates according to the tariff based
on the cost price.

On the occasion of the meetings between your representatives and us in
Geneva, one could notice an understanding about the particular economic
regulatory situation in which we found ourselves and about the crucial
economic need in the gradual decrease of accounting rates so that the
settling of the competition process shouldn't be affected.

ACCOONTING RATBS
=•••••••••••••••••••••••••••••••••••••••••••••=•••••

DATE I STANDARD I DISCOUNT I ECONOMY I (U .S) S
••••••••••••••••••••••••••••••••••••••••••••••••••••

OS. 01. 87 2.4 2.1 1.9

01.01.92 2.28 1.97 1.63

01.01.93 2.16 1.85 1.4

01.01.95 1.94 1.67 1.26

01.07.95 1.9 1.63 1.23

01.01.96 1.7 1.45 1.1

01.06.96 1.18 1.18 1.18

=••••••••••••••••••••••••••=:=====:=======::--====.=
The considerable decrease in the accounting rates as mentioned in your
proposals (Within one or two years) might put all of the leaders in the
field of the Israeli international telecommunications (in particuliar,
the two new leaders) in such conditions that they wouldn't be able to
function and would unwillingly prevent the competition fro. taking place
in the field of international services in Israel.
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The limited competition in the field of international services that is
taking place between the three important operators in Israel represents
the first step in the Israeli Telecommunications services (excluding the
competition in the field of cellular phones) and a stepping stone in the
settling of competition within the Israeli Telecommunications services.
The three international operators have the exclusivity until the first
of January 2002 and one of the conditions to enhance competition is
essentially dependent on the possibility to reach an agreement about the
decrease in the accounting rates so that it should reach a total of 15%
per year.

We are of the opinion that Israel. the economy of which is still
developing and which is endowed with particular conditions regarding the
opening up of the Communications brSftch to competition. needs to benefit
froa a longer period for the adjustment of the accounting rates so that
it reaches a decreasing rate of 15% per year for at least the next three
years in order for us to appreciate the achievements as regards to
coapetition in three more years. According to those resul ts. we will
then be able to decide wether or not to increase the decreasing rates up
to more than 15% per year so that by the end of the exclusivity period
and opening up to more co.petition and by the time the account1ng rates
will match with a tariff closer to the cost price as mentioned in your
proposals regarding Israel.

.s~.

~tor-General
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a.: The , ..,"I gf'dMp SWtof'''' to the PotRipp gf'the FCC 8....
Arm......

111 1992, till NiDiItry ofComannAa1lio.. oiIsrae1 CQmo..CId the pr~8otopenq
the &lid ofm!T!!!!1!Djcmona to COtUpItitioa, in...._ in~with our unique
apprOICb whicb will be expJlUMd below.

111 the pat, a.... tbr prcMdiaa wOed., p1IoDe MrYiceI was ..... to a group headed
by MotoiolL In the 8aawwort ofiDtloduclDl CDIIpetitioa, 111 additioual UceI1.Ie was
tKJW graated to • sroup heIded by the AmIricIa compay BeIISouth.

LIII week two Iicem. were IJIDted. to compIDies wbidl hid WOD OUt teudc for the
provilia8 old bltazwtioaaJ• .w.. Eacb aaa aftba wiar1iDs eompaaiel is~ed by
III A__oompay; ...SouthwIlltaD BeD or Spriat.

n....CNttined ..strict replatory syitcm with reprd to~ services and
derailed 1ba bISic obUptbJI to wbicb opentorI must commit them....HaWaltlle
poiDtI tb.a could be WOIl ill the teDdIr wwe awarded ICC01'diaI to the aitllrioa of
COD..... prices. The Sbic:t P!fPllatrMy &yam detmDiDed tha f'ar COUIItries from which
iDeomiaa tnlic exceeda outsoiDa1rafBc by SO% or man:, me m&1dmum~ in
~8rata pel'yat' would be 15%.



l4oStKX)mrmm'QlDOJ15 IJ1III"Kt=& I:D COD1pClDaun In~ IIDU W tIJC..or~01111
seMces in paticu1ar. .

'.
Taking imo acCCUDt the signiftcnce ofimernaDoaal' semc- in the Israeli
communicaDODI marbic u awhale. sw:h dnmeric reduGt;ioD ill IC«Mmting rata woulcl
QrippJc the chruxes atopeniDi the OO"'""IT 'caDoU....to~ aDd cause a

.. ' 1011 of-eoafideDce in the libcn1izatioa prot...,. of the lIneIi:mimnmriAtiOlll market
_0D8 fbRip iIIveston, and J)II'haps molt apeciaDy ImODI JarIe Amlricm compaies,

We..to the FCC's geaenI propoIIIl'9fdiDI the.reduction orICCOUI1tiog rates, mel
eve to the principle orc:ost-tu.i ICCOUIItiI18 rIteS whidllltablisbes the rate at 31 • 47
ceats per miDute. HowMr, we request that the preparation time dotted to DCW

0l*'I*' in Israel be GJCh Icqer dII4 proposed. The Stile ofIaracl iDIiJts th.It the raIe
of1DII1Il redudioo be 15%.~ .... nductioD in accvmrinI rates oyw a sbortK'
paiocI of1ime GOUld, u pnMouaIy DIIatioDed, hiDdIr the proIP8CtS afiaa'nd1tciaa
competiti04 in iDtautioall ...w-. IIHl tbua, seriously bInD the AJI8ican companies
wbich m: pa1tOcl'J with the Imeli aJmpIIMs VIbo haw &AIIMI
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Agreement
on the Establishment of a Free Trade Are.

between the Government of Israel
and the Government of the United States of America

[PREAMBLE]

The Government of Israel and the Government of the United States

of America,

Des iring to ptomote mutual relations and further the histor ic

friendship between them,

Determined to strengthen and develop t~. economic relations

between thea for their mutual benefit,

..
Recognizing that Israel's economy is still in a process of

development,

Wishing to contribute ~o the harmonious development and

expansion of world trade,

Wishing to establish bilateral free trade between the two nations

through the removal of trade barriers,

Wishing to promote cooperation in areas which are of mutual

interest,

have decided to conclude this Agreementl


